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1 Perspective—The Philippine Economy:
Pulling Up on Its Rural Bootstraps 25X

President Aquino’s economic advisers are weighing a commitment to rural
development as the cornerstone of the new government’s program for economic

o i oxi
3 The VPhilippines: Aquino’s Critical Challenge—Reviving the Economy] |
25X1

President Aquino recognizes that her political future depends primarily on
reviving the troubled economy, and, in some respects, her government is off to
a good start. Nevertheless, maintaining the economic recovery beyond 1987—
and, in turn, undercutting the Communist insurgency—will require major
economic reforms in agriculture, government finance, the banking system, and
trade policy.] | 25X1

9 Saudi Arabia-Kuwait: Budget Constraints Reducing Aid to Iraq 25X1

Saudi and Kuwaiti aid, which underwrites Iraq’s war effort, probably will drop
this year to about $1.6 billion—down from an estimated $2.5 billion last
year—unless Riyadh and Kuwait substantially increase cash payments. Even
$0, Saudi Arabia and Kuwait are still committed to supporting Baghdad and
preventing an Iranian victory; they probably will continue to provide enough
aid to prevent economic difficulties from threatening Irag’s ability to prosecute

the war, 25X1
15 Lebanon: Financing the Militias 25X1

Lebanon’s abysmal economy is driving much of the once-thriving Lebanese
population to the brink of poverty and is impinging on the activities of the mili-
tias, which control most of the country. Rival militias are forced to seek funds

more aggressively from local and foreign sources—a process that will almost
certainly intensify factional struggles and violence. 25X1
21 Intellectual Property Rights: Enhanéed Protection in Key Asian LDCs
25X1

As a result of strong pressure from Washington, several Asian LDCs are
beginning to offer more protection for intellectual property rights (IPRs). In
the future, the pace of reform may slow as harder problems, such as product
patents, are tackled, and the regulations for administering and enforcing these
laws are worked out. Moreover, once the US review of the Generalized System
of Preferences (GSP) is completed, an important US bargaining chip will be re-

moved | 25X1
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International

Economic & Energy Weekly| |
3 July 1986
The Philippine Economy: Pulling Up on Its Rural Bootstrapsz

President Aquino’s economic advisers are weighing a commitment to rural
development as the cornerstone of the new government’s program for economic
recovery. They realize that declining support for the Marcos government and
the rapid escalation of the Communist insurgency after 1981 coincided with
the sharp decline in rural incomes. In our judgment, Aquino’s advisers believe
that an effective counterinsurgency program requires a “‘decent” standard of
living in the countryside, where 70 percent of the population resides and which
contributes more than one-fourth of the national output.

In our view, a good case can be made for the rural strategy on the grounds that
traditional development programs will not significantly improve the living
standards of the average Filipino. Import-substitution policies of the Marcos
government, for example, foisted high costs on manufacturers, discouraged
agricultural export production, and created few industrial jobs. Moreover,
Aquino’s economic planners cannot count on sustaining growth simply by
exporting unprocessed agricultural commodities or manufactured goods; com-
modity prices this year are at their lowest levels relative to those of
manufactures since the 1930s, and most economists expect little improvement
for at least the next few years. Furthermore, the low cost of Philippine labor is
no longer sufficient by itself to ensure the competitiveness of manufactured
goods because, for over a decade, new production technologies have lowered
labor’s share of total manufacturing costs.

Alternatively, by boosting rural output and incomes through improved rural
infrastructure, agricultural extension services, and market-oriented pricing
policies, the Philippines, we believe, could develop an internal market capable
of supporting economic growth while avoiding the inefficiencies of import-
substitution policies. A necessary component of this strategy would be an
exchange rate depreciation that directly raises incomes for rural exporters and
makes it profitable to invest in agribusiness enterprises. We believe the peso’s
nearly 50-percent devaluation since late 1983, for example, helped boost
agricultural output by nearly 5 percent during 1984-85—in contrast to a 10-
percent decline in the economy’s overall production.

Aquino’s government, nevertheless, faces numerous political hurdles in carry-
ing out a rural-focused development strategy. Urban interest groups—which
were responsible for ousting Marcos—are likely to oppose exchange rate,
tariff, pricing, and tax policies designed to boost the rural economy if they be-
lieve those policies would hurt urban industries or raise consumer prices.
Furthermore, Aquino’s economic team—comprising businessmen, bankers,
and academics with little understanding of small-scale agriculture—may not
be sufficiently committed to rural development to overcome lobbying by urban
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interest groups. Complicating the picture is the time it takes for rural
development to succeed under even the best of circumstances, and Aquino has
said publicly that she has to deliver tangible benefits quickly in the country-
side.

Manila’s projected large budget deficit this year—probably more than 4
percent of national output—will also restrict the scope of the government’s
rural development effort. A high-impact rural development program requires
large outlays for roads, postharvest food storage, irrigation, and a revitalized
agriculture extension service. In addition, improving farmers’ welfare will
require costly improvements in both the civilian and military counterinsur-

gency programs to increase rural security. | |

Such budget constraints seem certain to make financial aid a contentious and
troublesome issue between Manila and its aid donors. For example, during a
May meeting in Tokyo, Manila pressed donors with unrealistic expectations
for additional assistance, while resisting politically unpopular economic policy
reforms such as new taxes and lower import tariffs. Under these circum-
stances, Manila may well use the prospect of renegotiation of the Military
Bases Agreement with the United States, which is likely to begin in 1988, as
leverage to obtain more aid now from Washington.
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The Philippines:
Aquino’s Critical Challenge—
Reviving the Economy

President Aquino recognizes that her political fu-
ture depends primarily on reviving the troubled
economy, and, in some respects, her government is
off to a good start. If investor confidence continues
to firm, the economy could grow by 1.6 percent this
year and by almost 6 percent next year, according
to our econometric simulations. Nevertheless,
maintaining the economic recovery beyond 1987—
and, in turn, undercutting the Communist insur-
gency—will require major economic reforms in
agriculture, government finance, the banking sys-
tem, and trade policy. Conservative-minded advis-
ers, such as Finance Minister Ongpin, will face
considerable opposition to these reforms from popu-
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this year—primarily the result of preelection
spending by Marcos—will, in our view, force Ma-
nila to trim spending or raise taxes to reduce the
deficit to a manageable level. In addition, the
deficit is a major point of contention with the IMF
in negotiations for a new standby credit agreement.
Finally, export growth will provide little help to the
economy; slower demand growth in the United
States and Japan and low prices for the Philippines’
leading commodity exports—coconuts and sugar—
will probably keep overseas sales flat this year.

For their part, domestic investors are responding

lists and nationalists in Aquino’s Cabinet.| ~|enthusiastically to the change in government. Un-

Aquino’s Economic Opportunity

Despite the fact that the Philippine economy has
been ravaged over the past decade, Aquino comes
to power at an opportune time in the business cycle.
According to our index of leading economic indica-
tors,' the economy bottomed out late last year from
the recession that began in 1983 and is now
probably growing slightly—a development that
preliminary Philippine Government estimates of
GNP for the first quarter of this year confirm. In
addition, inflation is low—oprices actually fell in
April—interest rates are declining, and foreign
exchange reserves have increased by nearly

$800 million to $1.7 billion since Aquino took
office.

Continued economic recovery in the short term
depends heavily on private-sector confidence as
Manila finds it increasingly difficult to use more
traditional fiscal and monetary tools to prime the
economy. A $1.9 billion projected budget deficit for

' The index tracks the Philippine economy on a monthly basis and
allows us to anticipate by three to four months major turns in the
economy. The index follows money, trade, profit expectations,
government revenues, and manufacturing employment and produc-
tion costs.

derlining this confidence, stock prices on the rela-
tively small Philippine stock exchange have in-
creased by almost 40 percent since Aquino took
office and capital flight, which was rife in the last
two years under Marcos, appears to have ended. If
domestic business confidence continues to firm and
the confidence of foreign investors strengthens, the
economy will grow by about 1.6 percent this year
and by almost 6 percent in 1987, according to our

econometric mode].:

On the financial side, an improved foreign pay-
ments position over the next two years hinges on
foreign creditors agreeing to reschedule principal
payments falling due in 1987. Principal payments
on the foreign debt are scheduled to jump by more
than $1 billion next year because the 1985 resched-
uling agreement included only debts maturing
through the end of 1986. A rescheduling of both
public and private debt will allow Manila to main-
tain foreign exchange reserves at relatively com-
fortable levels of $2-3 billion over the next few
years with little additional external financing.
Moreover, the Philippines’ external finances will
probably improve this year because of the dramatic
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The Philippines: Index of Leading Economic Indicators, 1984-86

Percent change from previous month

3

1986

309673 686

falls in world oil prices and international interest
rates that together will save the government nearl
$1 billion in foreign exchange outlays. i
There is considerable downside risk in the outlook,

however. Continued business confidence is not as-
sured, and foreign investors are especially cautious.

A Reform Agenda: Core Issues

In our judgment, the Philippines’ tenuous economic
recovery will run out of steam unless further policy
adjustments are made to deal with major problem
areas.

Secret

Agricultural Productivity. Agriculture, which gen-
erates more than one-fourth of national output and
provides livelihood for 70 percent of the population,
was severely damaged under the Marcos govern-
ment by monopolies, misdirected investment, and
an overvalued exchange rate. Freeing agriculture
from the control of marketing monopolies is a
major first step to increase rural incomes. We
estimate, for example, that the lifting in March
1986 of the four-year ban on the export of copra—
the oil-bearing meat of the coconut—will increase
domestic copra prices by at least 50 percent over
the next year as oil mills and exporters compete for
domestic copra. In addition, allowing the peso to
depreciate further would boost exporters’ incomes
and help direct investment into more profitable
rural ventures, such as food-processing industries.?

]

*> Although the Philippine peso has been devalued by 50 percent
against the US dollar since 1983, we calculate that, at 20.5 pesos

per dollar in May 1986, the exchange rate remains overvalued by as
much as 25 percent.l—l:|
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The Philippines: Balance of Payments, 1981-86 Million US $
1981 1982 1983 1984 1985 1986 =
Current account —2,096 —3,212 —2,751 —1,253 105 661
Trade balance —2,224 —2,646 —2,485 —679 —486 —305
Merchandise exports 5,772 5,021 5,005 5,391 4,628 4,555
Coconut oil, crude and refined 533 401 516 580 347 350
Sugar, raw and refined 567 416 299 246 169 125
Copper, concentrates 429 312 249 115 84 90
Electronics products 838 1,000 1,053 1,329 1,056 1,100
Garments 616 539 545 603 622 650
Merchandise imports 7,946 7,667 7,490 6,070 5,114 4,860
Crude petroleum 2,081 1,784 1,741 1,472 1,278 1,000
Service exports 2,861 2,983 3,127 2,626 3,284 3,440
Service imports 3,205 4,023 3,865 3,586 3,155 2,940
Interest payments 1,374 1,911 1,929 2,380 2,125 1,990
Private transfers, net 325 322 237 118 140 144
Official transfers, net 147 152 235 268 322 322
Capital account 2,009 2,570 —622 998 1,986 316
Direct investment, net 172 16 105 -6 -7 40
Portfolio investment, net 3 1 7 -3 —4 38
Other long-term capital, net 1,131 1,548 1,044 257 3,052 50
Other short-term capital, net 712 1,281 —1,550 502 —1,728 —62
Errors and omissions —490 —364 —356 100 540 0
Other 481 88 128 148 133 250
Overall balance —87 —642 —3,373 —255 2,091 977
Foreign exchange reserves (end of year) 2,066 888 747 602 615 2,400

a Estimated.

The Government Budget. Manila ran annual budget
deficits since the mid-1970s, half of which were
financed by overseas loans. A major source of the
budget problem is inefficiency in the domestic tax
system, including a narrow tax base and poor
collection. Import duties and export taxes, which
account for almost 35 percent of revenues, have
been sharply reduced as foreign trade declined over
the past few years. At the same time, money-losing
government corporations are a major drain on the
budget from the spending side, costing Manila
almost $1 billion a year in operating subsidies.
Narrowing the deficit would reduce the country’s

reliance on foreign capital and spur domestic in-
vestment by freeing savings for private use. Return-
ing ailing corporations to the private sector would
slash government expenditures, but, given their
weak balance sheets, Manila may find it difficult to
find buyers. The government, for example, believes
that the private sector is interested in purchasing
only five of the 35 companies held under the
National Development Corporation—a government
holding company.
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The Philippines: Selected Economic Indicators, 1980-87

Percent

Real GNP Growth Real Per Capita GNP Growth Consumer Price Inflation
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Note scale change.

2 Projection.
| | 25X1
309672 6.86

Financial System. The Philippine banking system  International Competitiveness. For the most part,

is undercapitalized and has been threatened over Philippine manufacturing firms are uncompetitive

the last several years by failing public banks and in world markets. Philippine industry—operating

deteriorating loan portfolios. Banks are stuck with  within an extensive network of tariff and nontariff

nearly $5 billion in problem loans primarily be- barriers—has had the lowest export growth among

cause they financed the government’s acquisition of developing countries in East Asia over the last

financially distressed firms, many of which were several years. High tariffs have insulated domestic

purchased from political allies of Marcos. S firms from tough import competition and, as a 25X1

result, have left much of the economy plagued with

Moves to shore up the financial system would high-cost, inefficient production. In addition, an

include merging some private banks, as well as overvalued exchange rate—designed to benefit po-

limiting new lending by government financial insti- litically active urban consumers under Marcos—

tutions and transferring some of their functions to discourages exports, encourages imports, and di-

the private sector. A strengthened banking system  rects investment to enterprises that can only sell to

would, in our view, more effectively channel sav- the domestic market. Under pressure from

ings to high-return investment projects and reduce ~ Manila’s financial creditors, limited progress was

the country’s reliance on foreign borrowing by 25X1

encouraging domestic saving.‘
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The Philippines: Key Economic Issues, Political Pressures, and Likely Outcomes, 1986

Issues

Politics

Likely Outcome

Foreign debt

Leftists and nationalists will push hard for radical
approach, but Finance Minister Ongpin strongly
opposes such moves. He will make this a key fight
if necessary.

Radical approach unlikely, particularly if IMF
allows more expansionary policy. Will probably
follow lead of other LDC debtors in negotiations
with commercial banks.

9 Rural development

Leftists emphasize income redistribution and
champion sweeping land reform, subsidized inter-
est rates for farmers, and strict price controls.
Ongpin, however, promotes private-sector initia-
tives and channeling credit to rural areas.

A modest land reform program will begin, sup-
port prices for agricultural goods are likely, and
new rural lending institutions will be established.
Despite considerable rhetoric, however, Manila
will be slow to undertake comprehensive rural
development.

Agricultural monopolies

Nearly all coalition members favor dismantling
the monopolies.

Moves to dismantle the monopolies have begun,
including allowing the export of copra.

Government corporations

Ongpin in favor of privatizing numerous govern-
ment corporations. Nationalists and small busi-
nessmen will argue against allowing overseas
companies to purchase these firms.

Privatization will probably move ahead but with
restrictions on foreign ownership. Biggest prob-
lem will be finding domestic buyers for the
troubled firms.

Budget deficit

Except for economic technocrats, almost univer-
sal opposition to tax reform that would result in
higher taxes. Ongpin favors reducing deficit with
spending cuts, but populists will push expensive
social programs.

Even with the privatization of government corpo-
rations, Manila will have a difficult time reducing
the deficit without higher taxes. Will be conten-
tious issue in IMF negotiations.

Exchange rate

Ongpin, technocrats, and export-oriented busi-
nesses will push for a freely floating rate, which
will probably result in a depreciation of the peso
as the economy strengthens. Populists in the
Cabinet, however, want to avoid the politically
costly inflation that would result.

A managed float with slight depreciation.

Labor disputes

Could be an area of severe disagreement among
coalition members—particularly between left-
leaning Labor Minister Sanchez and the probable
hardline approach of Defense Minister Enrile.

A stronger government mediation role is possible.
Could also generate considerable political fallout.

Disposing of crony assets

Ongpin favors dumping the assets of Marcos’s
associates on the free market. Nationalists may
argue that the government should retain them,
while others—such as Jose Cojuangco and Vice
President Laurel—would not object if they re-
ceived some of the spoils.

If pre-martial-law ownership is clear, assets will
probably be returned to original owner with sub-
stantial political benefits. Otherwise, most assets
will probably be sold on the open market.

Banking system

Ongpin favors free market approach, but most
other Cabinet members will oppose reforms if
they result in large job losses.

Moderate level of reforms likely. Will help pla-
cate foreign creditors.

Foreign trade and investment

Technocrats and trade-oriented businesses favor

more open environment, but populists in Cabinet
are wary of increased competition. Heavy opposi-
tion from small businessmen and nationalists.

Moves to open the economy will be slow and will
probably generate extensive public debate.
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made under the Marcos government in areas such

as loosening foreign exchange regulations, but most

barriers to trade remain.i 25X1
Looking Ahead

Although most of Aquino’s economic advisers—
including Finance Minister Ongpin and Trade
Minister Concepcion—support economic reform,
progress will probably be slow in coming. Many of
Aquino’s closest advisers would prefer that the new
government move in a populist direction, chiefly
toward more social spending and continued protec-
tion of inefficient domestic industries and employ-
ment. Several important political constituencies—
consumers, small businessmen, and organized la-
bor—are likely to mount stiff resistance to tax,
trade, foreign investment, and financial reforms
because, despite the potential long-term benefits

these reforms entail short-term COStS-E 25X1

If Aquino indulges the populists, the economy
could become her biggest liability, particularly
because expectations for improvement among Fili-
pinos are so high. Short-term economic recovery
and a piecemeal approach to economic reforms, for
example, will not be enough to provide the boost in
rural living standards needed to undercut the Com-
munist insurgency. Even if the economy grows by
an average of 5 percent a year after 1987—a
difficult task without major reforms—per capita
income could not return to the 1981 peak until
1994. Without an improvement in the distribution
of income, the Communists will continue to make
political and military inroads in the countryside no

matter how well middle class in Manila is
doing. 25X1

25X1

Secret 8

Declassified in Part - Sanitized Copy Approved for Release 2012/01/09 : CIA-RDP88-00798R000400060005-9



Saudi Arabia-Kuwait:
Budget Constraints

Secret

Reducing Aid to Iraq|

Saudi and Kuwaiti aid, which underwrites Iraq’s
war effort, probably will drop this year to about
$1.6 billion—down from an estimated $2.5 billion
last year—unless Riyadh and Kuwait substantially
increase cash payments. Since the decline in oil
prices and the Iranian capture of Al Faw, Iraq’s
need for financial aid has grown, but the economic
constraints on Saudi Arabia and Kuwait have
made them increasingly reluctant to bear any
additional financial burden. Moreover, Tehran’s
willingness to take aggressive action against Iraq’s
aid donors has heightened the risks of continuing to
support Baghdad. Even so, Saudi Arabia and Ku-
wait are still committed to supporting Baghdad and
preventing an Iranian victory; they probably will
continue to provide enough aid to prevent economic
difficulties from threatening Iraq’s ability to prose-

cwethewar.| |

Forms of Aid

Neutral Zone Oil Sales. The bulk of Saudi and
Kuwaiti assistance to Iraq comes in the form of oil
aid payments and probably will total $700 million
this year. These payments are based on a 1983
agreement whereby Iraq receives annually the cash
equivalent of 248,000 b/d of crude production from
the Hut 1 and Al Khafji oilfields offshore from the
Neutral Zone. Because the oil aid is based on
volume, payments have declined substantially this
year as oil prices fell. This loss in revenue has been
compounded by the inability or unwillingness of the
donors to market the agreed-upon amount of
Neutral Zone oil—sales have averaged about
125,000 b/d during the first four months of this
year. Baghdad is to repay Saudi Arabia and Ku-
wait for the Neutral Zone aid—without interest—
in crude. These payments, however, which original-
ly were to start in February 1985, have been
rescheduled and are unlikely to be repaid in full.

Saudi Arabia and Kuwait: Cash and Oil
Aid to Iraq, 1980-86

Million US $

[ Saudi Arabia
O Kuwait

5,000

4,000

3,000

2,000

1111

0 1980 81 82 83 84 85

862

aProjected aid based on total oil price and production levels so far this year. Assumes
oil prices will increase slightly during the second half of 1986.

| |

309699 6-86

Saudi Arabia and Kuwait recently agreed to renew
the Neutral Zone aid agreement, despite their own
financial constraints. The original Neutral Zone
agreement was to expire in January 1985 but was
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Saudi and Kuwaiti Direct Aid Million US 3
to Iraq, 1985-86
1985 1986
Total 2,500 1,555
Neutral Zone oil 1,900 700
Saudi oil 500 285
Cash payments 100 5706

2 Based on exports of 60,000 b/d.

Saudi Oil Sales. Saudi Arabia continues to sell
some of its own oil on Iraq’s behalf. Last year these
sales amounted to about 50,000 b/d but probably
will increase this year to help offset the decline in
Neutral Zone oil aid.

Cash Payments. Since the Iranian invasion of Al
Faw in February, the Saudis and the Kuwaitis have
made up for at least some of the shortfall in oil aid
payments through direct cash transfers. We
estimate Saudi payments have totaled about $520
million so far this year and probably were used to
finance arms purchases. We believe Kuwait has
given Iraq about $50 million with the promise of
further payments to follow.‘

Secret

Export Pipelines. Although not direct aid to Iraq,
Saudi Arabia allows Baghdad to export about
350,000 b/d through the Spurline-Petroline combi-
nation, which began operations last September. At
an average price of $13 per barrel, this pipeline will
provide Iraq with about $1.7 billion this year.
Riyadh also has given final approval for the Iraqi-
Saudi pipeline (phase II), which will cross Saudi
Arabia and increase Irag’s oil export capacity
through the Kingdom to about 1.6 million b/d by
the end of 1989.

Growing Pressures

Although both Iraq and Iran face severe economic
hardships in the months ahead, the decline in oil
prices probably poses greater economic and politi-
cal dangers for Baghdad than for Tehran. Oil
revenues have declined dramatically because Bagh-
dad is unable to raise oil exports significantly to
offset lower prices. It remains dependent, however,
on its oil revenues to finance imports—both mili-
tary and civilian—and to meet payments on its
large foreign debt. In addition, the Ba‘th regime
relies heavily on domestic spending to maintain
popular support.

Baghdad will need sustained Saudi and Kuwaiti
financial assistance to offset Iran’s greater econom-
ic resilience and to bolster its beleaguered economy.
Both Saudi Arabia and Kuwait face their own
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serious financial constraints, however, including
budget cuts of unprecedented levels, and are show-
ing signs of increasing weariness with large aid
payments. The weak oil market and the donors’
difficulties in marketing their own oil exports make
them reluctant to sell large amounts of oil on Irag’s
behalf.

Since the oil price decline and the Iranian invasion
of Al Faw, financial and security concerns have
multiplied for Saudi Arabia and Kuwait, as well as
for Iraq. Tehran is becoming more agitated with
Saudi Arabia and Kuwait for their financial sup-
port to Iraq because it believes that Riyadh’s
aggressive oil policy is directly responsible for the
sharp drop in oil prices. Tehran also probably
believes that the fall in prices puts it at a disadvan-
tage with respect to Iraq, which can turn to Riyadh
for help in offsetting its oil revenue losses. Iran has
made its position clear by increasing attacks on
Saudi oil tankers in the Persian Gulf and stating
publicly that it cannot allow Saudi Arabia and
Kuwait to continue financial support for Iraq. The
attacks in June against Kuwaiti oil installations—
probably by Iranian-backed terrorists—show
Kuwait’s vulnerability to subversion and magnify
Kuwaiti fears, especially since the invasion of Al
Faw, of Iranian designs on Iraq and the Gulf states.

Outlook

The Saudis and the Kuwaitis are committed to
supporting Baghdad and to preventing an Iranian
victory, but are unwilling to bear more of the
financial burden than absolutely necessary. While
they do not want to give the appearance of buckling
under to Iranian pressure, they seek to avoid
intentionally provoking Tehran. Even so, they prob-
ably will continue making substantial cash and oil
aid payments to Baghdad.

If Saudi and Kuwaiti aid remains at current levels
for the rest of the year, none of Irag’s $4 billion
decline in oil revenues this year will be offset. As a
result, Iraq would have to institute tougher auster-
ity measures than those already in place and reduce
imports by more than the one-third cut presently

Secret
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needed. In addition, Baghdad’s lenders probably
will further restrict trade credit, making foreign
suppliers even more reluctant to do business with
Iraq. Saudi Arabia and Kuwait probably will wait
until Baghdad reschedules a large portion of its
debt payments due later this year, slashes imports,
and further reduces spending before giving Bagh-
dad substantial cash payments not tied directly to
military purchases.
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The financial troubles of Saudi Arabia and Kuwait
will push them to find the least costly way of aiding
Iraq. The donors may broaden selective guarantees
of Iraqgi letters of credit and guarantee debt resche-
dulings. Less desirable options would be to sell
additional oil on Iraqg’s behalf, allow more Iragi oil
through the Spurline-Petroline combination—cur-
rent exports out of the Yanbu’ al Bahr (Yanbu)
terminal are about 200,000 b/d below the line’s
capacity—or allow Baghdad to export its oil
through the second Saudi East-West Pipeline, ex-
pected to be completed early next year. Such sales
would entail no cash outlay or strain to the donors’
productive capacities, but allowing additional oil on
the already glutted market probably would weaken
prices further. In addition, Riyadh is unhappy
about Iraqi price competition for oil sales at
Yanbu. Saudi Arabia may also want to limit Iraqi
oil exports through Yanbu because increased Irani-
an attacks on Saudi oil tankers in the Persian Gulf
may require greater use of Riyadh’s Red Sea
facilities for its own oil exports.\ ‘ 25X1

If Iran were to launch another major offensive
against Iraq, Saudi Arabia and Kuwait probably
would immediately channel additional cash to
Baghdad. The Saudis and the Kuwaitis believe an
Iranian victory would threaten their security and
are committed to providing at least enough aid to
prevent such a development. At the same time,
however, an emboldened Iran would be likely to
step up pressure on the donors to cut aid. Efforts by
Saudi Arabia and Kuwait to mollify Tehran may
lead them to miscalculate the minimum aid neces-
sary to keep economic problems from threatening

Iraqi political stability.\:| 25X1

25X1
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Lebanon:

Secret

Financing the Militias|

Lebanon’s abysmal economy is driving much of the
once-thriving Lebanese population to the brink of
poverty and is impinging on the activities of the
militias, which control most of the country. Rival
militias are forced to seek funds more aggressively
from local and foreign sources—a process that will
almost certainly intensify factional struggles and
violence. The militias have become more opportu-
nistic in shifting alliances and patrons in order to
survive. The result will be further destruction of
what is left of the economy, and fading hope for
any reunification.

Militia Money Woes

All of the major militias have experienced shrink-
ing revenues, especially from sources abroad, and
have stepped up illegal activities to raise funds. The
US Embassy in Beirut reports that Citibank in
West Beirut was robbed almost weekly until it
closed in late 1985. Muslim West Beirut recently
suffered a two-week cutoff of petroleum deliveries
after transport trucks refused to cross the Green
Line because their cargoes were likely to be stolen.
In addition,| some militias
demand a special fee at the gas pumps, while others
siphon off gasoline from motorists at checkpoints.

The militias depend on financial support from
residents of cities and villages in their respective
cantons. The relative poverty of many rural areas,
however, is pushing the militia leaders to turn to

alternative sources for funds——

15

The Christian Lebanese Forces seek money from
local merchants and other commercial establish-
ments in Bast Beirut, levying a special tax on
restaurants, petroleum, cinemas, and the Casino du
Liban. In addition, the Christian militia controls
three illegal ports in the Christian enclave, and
leases them to Christian entrepreneurs for large
sums. We believe that revenues from these port
operations dropped significantly after Syria tight-
ened its border in January to stem illegal imports.
The Lebanese Forces also have increased appeals to
wealthy Christian expatriates in Western Europe,
Africa, and the United Statcs.]

Foreign Support Dwindling

We believe that funding from major supporters,
Syria and Iran, as well as Libya, has generally
declined over the past two years as the various
patrons have suffered economic problems of their
own. As a result, the rival militias have sought
multiple patrons—often with opposing aims—to
finance militia activities and further their own

Syria gives financial and military support to sever-
al allies in Lebanon, including the Shia Amal
organization, the Syrian Socialist National Party,
the Ba‘th Party, and the Lebanese Communist

Party. Amal receives the lion’s shaE/—‘
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Impact on the Economy

Although the militias ultimately represent a de-
structive element in the economy, financial support
they receive from Iran, Syria, the PLO, and others
actually provide a short-term economic boost.
Lebanon’s only bright spot in 1985 was a foreign
payments surplus of $250 million, which is expect-
ed to increase in 1986. ‘ ‘
“unidentified payments " inflows grew by 25 per-
cent last year to $1.6 billion. Although a portion of
this came from increased worker remittances as
more Lebanese found work abroad, outside finan-
cial support for the militias probably accounted for
much of the increase. Palestinian money flowed
back into Lebanon beginning in early 1985 as
expelled PLO fighters returned. The PLO has also

substantially increased arms deliveries and finan-
cial support since its departure in 1983.

In addition, the rival militias offer young, unedu-
cated Lebanese men one of the few remaining job
opportunities available in Lebanon. Unemployment

is near 50 percent, and real annual per capita
income has fallen to about $250 from $1,250 in

1975. Militia salaries and the money and goods
acquired as ‘protection fees” from local business-
men appear increasingly attractive to many)

Nonetheless, on balance, militia violence and de-
clining security have devastated the economy. In-
dustrial activity is currently at 40 percent of
capacity, and the chances of external financial
support are slim. The US Embassy estimates price
increases of 100 percent for the first half of this
year, and the fall in the Lebanese pound—about 55
percent in 1986—has choked off vital consumer
goods and raw materials. In addition, much of the

‘skilled, professional class has nally opted to
leave the country.

er, faces increasing competition for Shia African
money from other militias, including Hizballah and
the Syrian Socialist National Party.

Iran’s principal surrogate, Hizballah, is financially
dependent on Tehran and is suffering a shortage of
funds as the war with Iraq saps Tehran’s resources

Secret

Hizballah
Tfaces the prospect of losing militiamen to rival
groups. We believe that Hizballah now regularly
receives military aid and large sums of cash from
Arafat to help undermine Amal and Syrian inter-
ests in Lebanon. | |

The Druze and their political party, the Progressive
Socialist Party (PSP), are better organized than
other Lebanese militias and are perhaps the most
adept at attracting funds from the region’s
antagonists
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The Partition of Lebanon
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A canton is an area in which one
concessional group is politically
and militarily dominant.
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Outlook

The economic decline in Lebanon will almost cer-
tainly increase the militias’ dependence on external
sources, which will probably lead to even greater
outside interference in Lebanon. Foreign players
will probably take advantage of Lebanon’s econom-
ic chaos to buy influence among rival factions.
Continued militia violence will further destabilize
the country and diminish the prospects for econom-

ic recovery and breaking the political stalemate.
o 25X1

25X1
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The shortage of money both internally and abroad
will intensify factional rivalries and help institu-
tionalize the practice of “guns for hire.” Competi-
tion for funds will encourage militias to serve
several masters, further complicating the Lebanese
scene. In addition to robbery and extortion, cash-
starved militias may increasingly engage in drug
trafficking. Both rival and allied militias will vie
more fiercely for turf to compensate for shrinking
revenues—a development that will push street
fighting to dangerous new levels.: 25X1

Finally, the pressures toward cantonization will

increase with the decline in Lebanon’s security

situation. The growing violence will inhibit the

human and commercial traffic between cantons. As

rival groups seek to establish autonomous economic

enclaves, the prospects for political reintegration

become less likely | 25X1

25X1
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Intellectual Property Rights:
Enhanced Protection in

Key Asian LDCs |

As a result of strong pressure from Washington,
several Asian LDCs are beginning to offer more
protection for intellectual property rights (IPRs). In
particular, Taiwan, Singapore, South Korea, Ma-
laysia, Indonesia, and Thailand are at various
stages of improving their copyright, patent, or
trademark laws. There are deficiencies with some
of the new laws being considered, however, such as
inadequate protection of pharmaceuticals. In the
future, the pace of reform may slow as harder
problems, such as product patents, are tackled, and
the regulations for administering and enforcing
these laws are worked out. Moreover, once the US
review of the Generalized System of Preferences
(GSP) is completed, an important US bargaining

chip will be removed.z

A Costly, Pervasive Problem

Foreign infringement of patents, copyrights, and
trademarks is eroding US competitiveness in world
markets. This theft of US inventions, creative
works, and scientific discoveries costs US compa-
nies an estimated $8-20 billion annually, according
to a variety of studies. Foreign counterfeiters are
able to undercut US companies because they do not
bear any of the R&D, advertising, or quality
control expenses that legitimate businesses must
incur. The infringement of IPRs extends to many
industries and products including pharmaceuticals,
chemicals, clothing, records, computer software,
automobile parts, and videotapes. The problem is
most troublesome in the Third World where intel-
lectual property is not protected under the law,
penalties are weak, or enforcement lax.

Slow But Steady Progress
To redress this problem, Washington has exerted
considerable pressure on a number of Asian LDCs

through bilateral negotiations, the threat of cur-
tailed GSP benefits, or, in the case of South Korea,
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Some Definitions

o Intellectual property describes creative works,
inventions, or scientific discoveries that have, in
cases where necessary, been registered with gov-
ernment authorities for the sale or use by their
owner.

o A patent is a government grant assuring an
inventor the sole right to make, use, and sell an
invention for a certain period of time.

o A trademark is a name, symbol, or other device
identifying a product used to distinguish it from
similar goods.

e A copyright protects literary, musical, artistic,
and, more recently, computer software works
against unauthorized copying or use.

unfair trade practice actions. This approach has
resulted in slow but steady improvement in intellec-
tual property protection:

o Taiwan has substantially increased the protection
afforded to owners of intellectual property. In
June 1985, a new copyright law was passed
widening the scope—to include computer soft-
ware and videotapes—and increasing the penal-
ties for violators. Moreover, works will now be
protected immediately after they are published in
the United States. In addition, new patent and
fair trade legislation is pending.

« In March 1986, Singapore submitted a copyright
bill to parliament that stiffens penalties and
doubles the period of protection from 25 to 50
years. Once the law is passed, it is likely that

Secret

DI IEEW 86-027
3 July 1986

Declassified in Part - Sanitized Copy Approved for Release 2012/01/09 : CIA-RDP88-00798R000400060005-9

25X1

25X1

25X1

25X1



Declassified in Part - Sanitized Copy Approved for Release 2012/01/09 : CIA-RDP88-00798R000400060005-9

Secret

Intellectual Property Rights in Key Asian LDCs =

Copyright

Patent

Trademark

Comment

Indonesia

No foreign works are cov-
ered by the current law.
Copyright infringement
poses a particularly serious
problem for the US record-
ing industry.

Investors are allowed to file
patent applications to create
a priority claim once a pat-
ent law is passed. However,
this procedure provides no
immediate protection.

Not believed to be a serious
problem at this time.

Earlier this month, a US
industry group requested an
unfair trade practice investi-
gation over Indonesia’s lack
of copyright protection. It
has been estimated that 40
million counterfeit tapes
worth $75 million were
manufactured in Indonesia
in 1983.

Malaysia

The motion picture industry
has complained of videocas-
sette piracy as well as unau-
thorized public perfor-
mances of copyrighted
material. Lack of protection
in Malaysia for computer
software has led to pirating
popular software programs
and instruction manuals.

Malaysia enacted its patent
law in 1983. The US phar-
maceutical industry has
complained that the |5-year
protection period granted
for its products is too short
to recoup R&D costs. The
law also lets the government
expropriate a patented in-
vention without compensa-
tion.

Trademark infringement
has occurred in both the
cosmetic and pharmaceuti-
cal industries.

Malaysia said it intends to
join an international copy-
right convention. A new
tougher copyright law was
introduced to Malaysia’s
parliament in June.

Singapore

US nationals can obtain
copyright protection only by
publishing in Singapore or
in a British Commonwealth
country within 14 days after
first publishing in the Unit-
ed States. To prevent impor-
tation of counterfeit works,
copyright owners must reg-
ister with an agency that
has been abolished.

Not believed to be a serious
problem at this time.

Not believed to be a serious
problem at this time.

Singapore has taken some
steps to increase intellectual
property enforcement but
faces significant local resis-
tance from counterfeiters
and retailers.

South
Korea

South Korea provides no
protection for foreign works
or computer software in its
copyright law.

South Korean laws deny
patents on such items as
new chemical substances
and their uses, food, food
products, and seeds. Process
patents are ineffective and
inadequate.

There is frequent pirating of
US trademarks and brand
names by South Korean
companies. New guidelines
abolishing the link between
the use of trademarks and
technology transfer agree-
ments may limit the size of
royalties paid to foreign
trademark owners.

On 16 October 1985, an un-
fair trade practice case on
South Korea’s treatment of
intellectual property rights
was initiated. A resolution
of the case is expected soon.

Taiwan

Requirements to supply
Chinese-language dialogue
for foreign films enable pi-
racy to flourish. In addition,
there is a relatively short
30-year term for copyright
protection compared to in-
ternational standards—>50
years or author’s life plus 50
years.

Taiwan limits its patent pro-
tection for chemicals and
pharmaceuticals to process
patents. The burden of proof
in process patent cases lies
with the patent holder. Mi-
croorganisms per se are not
patentable. In addition,
Taiwan’s patent law makes
it difficult to determine
whether two inventions are
identical.

Taiwan lacks both a defined
discovery process and evi-
dence code. This impedes
successful trademark and
patent infringement case
protection.

The draft patent law would
reverse the burden of proof.
In addition, unfair competi-
tion resulting from false or
misleading product packag-
ing, labeling, or advertising
is an IPR problem in Tai-
wan. Taipei submitted a fair
trade law in June.
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Intellectual Property Rights in Key Asian LDCs = (continued)

Copyright

Patent

Trademark

Comment

Thailand Bilateral copyright relations
governed by a 1966 US-
Thai treaty. A legal prob-
lem involving the treaty has
made it impossible to actu-
ally secure direct copyright
protection.

Thailand enacted a patent
law in 1979. Pharmaceuti-
cals, food products, and ma-
chinery are among the items
excluded. The patentee
must engage in local pro-
duction using the patented
process to obtain protection
against patent-infringing

Trademark copying or in-
fringement by using slightly
altered packaging is a prob-
lem in Thailand.

Resolution of the copyright
problem is possible this
year, but will require that
the Thai Assembly pass an
amendment to the existing
copyright law.

imports.

o This table summarizes information derived from The Annual
Report on National Trade Estimates, 1985, and followup cables
from US Embassies.

Singapore will sign a bilateral treaty with the
United States or join the Universal Copyright
Convention (UCC). Moreover, enforcement
against counterfeiters has been stepped up, and,
according to the US Embassy, audiotape and
computer software dealers have been disposing of
their stocks of pirated products.

o South Korea is drafting new patent and copyright
laws in response to a US trade investigation of
South Korea’s inadequate protection of US IPRs.
South Korea plans to extend patent protection to
pharmaceuticals and agricultural chemicals and
join the UCC. Although some differences re-
main—such as translation rights, retroactive pro-
tection of US patents and copyrighted works, and
a separate computer software bill—an agreement
with the United States for improved protection is
expected soon. In the trademark area, Seoul has
issued new guidelines that abolish the require-
ment that the importation of trademarked goods
must be connected to a technology transfer
agreement.

o Malaysia introduced a new copyright law in June

that, among many provisions, provides for protec-
tion of computer software. Moreover, various

23

Malaysian officials have said Kuala Lumpur will
join an international copyright convention. In
addition, improvements have been made in the
patent law.

Thailand intends to grant the United States
direct copyright protection, according to the US
Embassy. In addition, a judicial council has ruled
that computer software is protected under copy-
right law. Bangkok has also proposed some
amendments to its existing trademark law that
would extend coverage to well-known marks.
Progress has been sidetracked, however, since the
dissolution of the parliament in May.

Indonesia is slowly becoming more aware of the
need to enhance its protection of IPRs. Following
his recent meeting with President Reagan, Presi-
dent Soeharto instructed his ministers to accom-
modate US interests, according to the US Em-
bassy. A draft patent law is expected to be
submitted to parliament in the coming months
and probably will be enacted by yearend. In
addition, the Indonesian Trade Minister said
Jakarta may be willing to pursue a bilateral
copyright treaty with the United States, accord-
ing to the US Embassy.
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Despite this progress, many problems remain:

* Indonesia’s draft patent law does not provide
adequate protection to pharmaceuticals, chemi-
cals, food, and beverages—deterring US compa-
nies from investing in these sectors.

» In Singapore, the copyright bill does not provide
retroactive protection for US works.

Instead of amending its copyright law, South
Korea wants a separate computer software pro-
tection bill that probably would offer weaker
protection.

* Bangkok is resisting any changes to its patent law
that would include protection of pharmaceuti-
cals—infringement cost one US pharmaceutical
company an estimated $42 million in 1984, ac-

cording to corporate records] |

Outlook

Asian countries will continue to upgrade their
protection of IPRs in the face of sustained pressure
from Washington. The pace of reform may slow,
however, as the harder problems, such as product
patents, are tackled, and regulations for adminis-
tering and enforcing these new laws are worked
out. Moreover, once the US GSP review is complet-
ed, an important US bargaining chip will be re-
moved. In addition, the problem is likely to shift to
countries offering less protection. Thailand, for
example, has reportedly replaced Taiwan as the
primary source of counterfeit goods as a result of
Taipei’s stiffer laws and enforcement against copy-
right infringement. | |

Secret
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Briefs
Energy
4nother Inconclusive OPEC adjourned its latest meeting without any formal agreement on produc-
OPEC Meeting tion or pricing targets. The members agreed to reconvene in Geneva on 28

July. In the interim, oil ministers will review proposals on individual produc-
tion quotas with heads of states. The inconclusive meeting probably means that
. OPEC production will remain high, nonmembers will have little incentive to
cut output, and world oil prices will dip below the current average of about $14
per barrel. Oil ministers at least have proposals to take home and this may set
o the stage for an accord later in the year, when seasonal increases in demand
will make agreement easier. Iran indicated some willingness to accept a
temporary price target of $17 to $20 per barrel—a concession that could help
facilitate a new accord—but substantial differences remain between Tehran
and the majority of OPEC members on the issue of production quotas.:| 25X1

Sudan’s Oil Sudan appears to have secured sufficient petroleum to meet its needs through
Dealings September 1986 and hopes to obtain at least an additional year’s worth from

other donors. In late May, Saudi Arabia agreed to supply crude oil in

exchange for Sudanese sorghum. The final shipment from the Saudis arrived

in June and is expected to last through July. In addition, Libya has promised

to cover Sudan’s petroleum needs for August and September 1986 in exchange

for $27 million worth of beef.| [ 25X1
| DEY A
‘Donors have been reluctant to supply Sudan with 25X1
more than short-term amounts, citing the government’s continuing inaction in

dealing with its economic problems| | 25X1

China Increasing Beijing is planning to triple its coal exports to 30 million metric tons annually

Coal Exports by 1990 to help offset losses of foreign exchange from lower oil prices. China
announced on Sunday that its coal exports should reach 10 million tons in
1986, a 32-percent increase over exports in 1985. China has developed new
markets for coal in South Korea, the Netherlands, and Turkey. Some of the in-
crease will come from China’s share of coal from the Sino-US joint-venture
coal mine at Pingshuo, which will open next year. Because of lower interna-
tional coal prices, however, additional exports this year will offset little of the
$2 billion China probably will lose in oil exports. Beijing has the resources to
meet its goal for 1990, and, if necessary, it will drop its price for coal to devel-
opnew markets. | 25X1
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Mozambique
Preparing for
IMF Negotiations

Mexico Suspends
Cuban Credit Line

International Finance

The Mozambican Government has prepared a package of economic reforms
designed to induce a favorable response from an IMF team scheduled to visit
Maputo on 7 July, according to US Embassy reporting. The package includes
a substantial devaluation, reduced budget deficits, credit restrictions, and
liberalized price controls. Mozambique wants an IMF agreement to help it
recover from a staggering 20-percent economic contraction in 1985 caused by
countrywide insurgent activity. An IMF loan also would round out a two-year
effort by Maputo to increase its economic ties to Western institutions and to
reduce its reliance on socialist economic programs. Although Mozambique is
determined to conclude a deal with the IMF, according to Embassy reporting,
negotiations probably will be drawn out and the effectiveness of new economic
reform measures will depend heavily on the course of the insurgency and the
willingness of Western countries to increase aid donations.‘

Mexico is holding firm on its April decision to suspend a longstanding credit
line to Cuba, according to the US Embassy. The decision apparently was
reiterated to Cuban Vice President Rodriguez when he visited Mexico in early
June. Mexican officials have stated that the credit line will not be reinstated

A-RDP88-00798R000400060005-9

until Cuba becomes current on its debt payments to Mexico‘

\In our view, Mexico City’s action resulted primarily from its

own financial difficulties. The Mexican administration suspended the credit
line when Cuba became delinquent in its payments to BANCOMEX, the
government-owned Mexican bank financing the line. The Mexican cutoff most
certainly will reverse the current trend toward increased trade between the two
countries. Mexico City earlier this year had boosted Cuba’s credit line to $150
million to promote Mexican nonpetroleum exports and to finance key Cuban
industrial projects.
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Global and Regional Developments
Bogota Summit The delegates from Latin America’s major coffee producers (Brazil, Colombia,
of Latin Coffee Mexico, and Central America) met in Bogota recently to prepare for the
Producers September meeting of the International Coffee Agreement in London, where

producers and consumers determine world coffee quotas for the next year. In
an unprecedented decision, the producers agreed to back joint Brazilian-
Colombian efforts to maintain current high prices in the world coffee market,
which was recently affected by speculative buying after Brazil’s harvest
shortfall early this year. Brazilian Coffee Institute President Graciano main-
tained that he would not permit any reduction in Brazil’s quota, despite recent
° weather-induced crop losses; he backed the Colombian position that quotas
should be based, in part, on stocks held by producer countries. Colombia is the
only producer that will have sizable stocks on hand next year, and Colombian
Federation of Coffee Growers officials believe these would serve to maintain
coffee prices at reasonable levels. All delegates urged continued US adherence

to the International Coffee Agrcement.|:| 25X1
Angola Paying Angola has persuaded Cuba to accept 3.5 million barrels of crude oil over the
Oil to Cuba next six months as compensation for Cuban construction projects in Angola,

according to the US Interests Section in Havana. Frustration over what it
considered unfairly low prices for Angolan oil on world markets apparently
induced Luanda to ask Cuba to accept the oil deal.

25X1
'We have no information on whether Cuba agreed to pay world
average prices—about $14.30 a barrel—or will credit Angola’s account on the
basis of what it can get for the oil. At the current world average price, the oil
shipments would be worth $50 million, about one-third of Angola’s estimated
annual bill for nonmilitary services from Cuba.\ \ 25X
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National Developments
Developed Countries

Japanese Views Finance Ministry officials hope to steer the initial session of the US-Japanese

on Structural subcabinet talks on macroeconomic adjustment—scheduled for late July—

Adjustment Dialogue away from sensitive issues of tax and budget policy. A high-level Foreign
Ministry official recently suggested to the US Embassy that the US side
carefully handle references to Japanese tax and spending policy, noting that
the Ministry considers them its special prerogative.

The Finance

Ministry’s long-held view—that tax and budget matters are internal Japanese
concerns—has been reinforced, in our view, by the role tax reform is playing in
the current election campaign. Both Nakasone and Finance Minister Take-
shita—a prime-ministerial hopeful—have denied that Tokyo plans to intro-
duce a large-scale indirect tax in its tax reform package later this vear.
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Secret
Weak Norwegian The Norwegian parliament’s $420 million austerity package falls far short of
Austerity Program solving Oslo’s fiscal problems because oil tax revenues are expected to decline

by at least $2 billion this year and another $3 billion next year. After failing to
get a personal income tax increase, the new minority Labor government
accepted many proposals from the opposition parties. The resulting package
includes spending cuts as well as increased national pension system contribu-
tions and higher taxes on gasoline, tobacco, and alcohol. The government did
not seek a vote of confidence on any of the items, indicating it wants to stay in
office for now. Meanwhile, although the opposition parties cooperated to block
many Labor proposals, they do not want to contest Labor’s hold on power yet.
With Norway facing an economic slowdown and the prospect of rising
unemployment, the opposition will hope that discontent with the Labor
government grows. More intense confrontation on economic issues is likely to

) occur after parliament resumes in the fall.|:| 25X1

Israeli Nurses’ The Israeli hospital nurses’ strike—involving approximately 13,000 nurses
Strike Continues nationwide—is in its second week, with no prospects for an early settlement.
The nurses are demanding negotiations with the government on all outstanding
issues, particularly salary. The government has agreed to discuss employment
conditions, but has stated that salary issues can only be handled in the broader
context of the ongoing public-sector wage negotiations. Hospitals currently are
functioning with skeleton staffs in emergency rooms, maternity wards, and
intensive care units. The nurses, however, have threatened to walk off the job
entirely if the government refuses to move quickly on the wage issue.z 25X

Less Developed Countries

Challenge to Brazil's A presidential blue ribbon panel, which reviewed all of the nation’s nuclear
Nuclear Energy programs, recommended replacing the Nuclear Policy Commission with two
Commission separate new entities to direct research and licensing, res ectively. 25X 1

The proposed revamping of the nuclear bureaucracy
probaby exceeded President Sarney’s expectations. The panel did, however,
endorse one of his concerns, the undesirability of continued dependence on
West Germany, which has provided comprehensive, safeguarded fuel-cycle
technology since 1975. Sarney, who has expressed no dissatisfaction with the
nuclear commission, probably will maintain its present structure and its
leadership. This will prove reassuring to nuclear proponents in the military and
in the National Security Council, influential constituencies that fund and
direct critical projects in the unsafeguarded national nuclear program.

25X1
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Iran Searching for Lower oil prices are pushing Tehran to try to collect some of the $2.5 billion

Foreign Exchange tied up in disputes with the United States and France. Iran is seeking to
expedite unresolved cases before the Iran-US Claims Tribunal, created in
1981 to settle bilateral commercial disputes. The National Iranian Oil

Company may try to reach settlements with US claimants outsi
Tribunal in two cases. 25X1

| 25X1

'Tehran also has recently intensified efforts to obtain 25X1
repayment of a $1 billion loan to France by the Shah. Tehran had previously
insisted that all unresolved claims—estimated at about 2,000, including
several large claims involving US oil companies—be settled individually; it
probably will be more willing to expedite claims now, but quick settlements re- .
main unlikely. Iran has about $3 billion in readily accessible foreign exchange
reserves but would like to free funds tied up in litigation—about $1 billion—to
limit import reductions.: 25X1

India’s Export New Delhi is preparing a package of income tax relief measures designed to

Incentives boost exports, according to US Embassy reporting. The measures are expected
to be submitted for parliamentary approval this summer. India’s exports
declined last year and its trade deficit exceeded $6 billion. India’s five-year de-
velopment plan calls for 6.8-percent average growth in export volume during
FY 1986, but this is the first major attempt by the government to stimulate ex-
ports. The proposed measures include special tax credits for foreign exchange

earnings and a 50-percent tax credit for export proﬁts.l %gﬁ]

New Indonesian 25X1
Financing Concerns Indonesia’s bleak economic outlook is forcing Jakarta to increase its already
deep budget cuts, and‘ \the government is now cutting 25X1
back on official overseas travel and delaying the disbursement of development
funds. Jakartd ‘would have to draw down its foreign 25X1
reserves—currently estimated at nearly $11 billion—by at least $4 billion this
year to make up for the shortfall in foreign capital inflows. In our view, .
however, any significant drawdown in reserves could seriously threaten the
credit standing of Indonesia because its international bankers have become
accustomed to large annual increases in reserve holdings. In addition, a
dramatic drawdown of reserves could lead bankers to curtail credit lines,
precipitating a rescheduling of its foreign debt. In any event, Jakarta’s
economic situation will not become critical, in our judgment, unless the price
of Indonesian crude oil—currently about $11.50 per barrel—softens further.

25X1
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Soviet Grain Imports
Tumble

New Soviet Guidelines
for Higher Education

Secret

Communist

Estimated Soviet grain purchases of almost 31 million metric tons during the
marketing year that ended 30 June were at a five-year low and a marked re-
duction from the record 54 million tons purchased in the 1984 /85 marketing
year. Improved domestic crop production and lower market grain prices helped
cut the hard currency grain import bill by an estimated $3 billion to about $3.5
billion. These savings were partially offset, however, by a more than doubling
of soybean imports, a possible reflection of plans to improve the mix of
livestock feeds. Heavy Soviet buying of US soybeans—1.5 million tons over
the past year—contrasted sharply with Moscow’s activity in US wheat
markets, where reduced Soviet demand and high US prices limited purchases
to only 153,000 tons. Despite some probable small wheat purchases, the overall
pace of Soviet grain buying shows little sign of picking up as continued
favorable crop production forecasts and hard currency constraints will proba-
bly limit grain imports in the near term.| |

Moscow recently published draft guidelines to make higher education more
responsive to requirements for critical technical skills to support the industrial
modernization program. The new guidelines call for a system of contractual
relationships between higher educational institutions and enterprises—the
institutions will supply graduates in needed specialties in return for funding to
upgrade educational facilities and equipment. Higher educational institutions
are to make their research more relevant to the needs of industry, cut down on
the proliferation of specialties, and emphasize a broad general scientific
background that will enable students to better adapt to changing technology.
Students are to spend more time in independent work and practical training in
new “‘educational-scientific-production complexes” and regional training cen-
ters sponsored by enterprises. To address the serious problem of underemploy-
ment of skilled labor—currently one-half of college-educated specialists are in
jobs that do not utilize their skills—secondary schools are to graduate more
midlevel technicians, while standards for admission to higher schools will be
raised for engineering and other technical specialties. There will be higher
wages for the relatively low-paid engineering profession as well as more pay
differentiation according to the quality of work and the complexity of the job.
The new program for restructuring higher education is the latest in a series of
measures aimed at alleviating the shortage of skilled labor. Success will
depend on whether the new system of contract relationships provides enter-
prises with a real incentive to increase their investment in the educational
process as well as on whether the enterprises will have the funds to invest.
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Czechoslovakia Forms
First Joint Venture

Czechoslovakia has agreed to form its first joint venture with a Western
company in a test of the feasibility of direct foreign investment. The new entity
will produce measuring equipment and will involve a modest $2 million
investment by the Danish partner Senetec. The Czechoslovaks are also nearing
agreement on a large joint venture with the Dutch firm Philips to produce
compact disk players, and have been in touch with the Japanese firms Toshiba
and JVC. Complicated legal arrangements and a resultant uncertainty over
the rights of Western partners have hampered formation of these experimental
joint ventures. Reservations by hardline elements in the leadership have also
been an inhibiting factor, although increasing Soviet interest in joint ventures
may help reassure them. If successful, the experimental joint ventures could
give a boost to the Czechoslovak electronics industry—a key sector in leading
industrial modernization under Prague’s 1986-90 Five-Year Plan—and lead to

more extensive joint venture formation in the future.z
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Secret

Ranking government and party officials reassured scientists of their support
for S&T reform at the Chinese Association for Science and Technology
(CAST) Congress last week. Hu Qili, member of the Politburo and Central
Committee Secretariat, urged more support for S&T management reforms to
increase the contribution of S&T to economic development. Furthermore, Hu
endorsed the concept of greater academic freedom, a key concern among
China’s scientific community; the assembly later adopted this principle as part
of the CAST constitution. Song Jian, State Councilor and Minister of the
State Science and Technology Commission, also noted that laws are being
drafted to protect scientists from outside interference. Although many scien-
tists have reacted enthusiastically to incentives to work closely with industry,
for others there is confusion over what is permitted, concern that political
support for the changes would lessen, and fear that their own power or prestige
would decrease. Beijing probably hopes that the high-level show of support,
aimed at an organization with 6.7 million members, will prompt the footdrag-
gers to more speedily carry out the reforms.
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Industrial Production Percent change from previous period
seasonally adjusted at an annual rate

1981 1982 1983 1984 1985 1986
st Qtr Mar Apr May
United States 2.6 -7.2 5.9 11.6 2.3 0.5 -10.9 5.9 -7.4
Japan 1.0 0.4 3.5 11.1 4.7 -1.0 -2.9 0 4.0
West Germany -2.3 =32 0.3 2.4 5.0
France -2.6 ~-1.5 1.1 2.5 0.5 -4.9 0 42.7
. United Kingdom -39 2.1 3.9 1.3 4.7 1.9 ~-1.1 14.0
Italy -1.6 -3.1 -3.2 33 1.2 11.7 44.9 16.4
Canada 0.5 -10.0 5.3 8.8 43 0 -31.9 41.1
Gross National Product = Percent change from previous period
seasonally adjusted at an annual rate
1981 1982 1983 1984 1985 1986
Year 2d Qtr 3d Qtr 4th Qtr 1st Qtr
United States 2.5 -2.1 35 6.5 2.2 1.1 3.0 0.7 2.9
Japan 4.1 3.1 33 5.0 4.5 5.8 3.0 5.5 -2.1
West Germany -0.2 -1.0 1.5 3.0 2.4 6.8 6.8 -0.2 -6.5
France 0.2 1.8 0.7 1.5 1.3 3.1 3.7 2.1
United Kingdom -1.4 1.9 34 2.6 33 6.4 -1.1 1.8 2.9
Italy 0.2 -0.5 -0.2 2.8 2.3 5.8 1.0 2.3 5.3
Canada 33 -4.4 33 5.0 4.5 32 7.0 5.4

a Constant market prices.

Consumer Prices Percent change from previous period
seasonally adjusted at an annual rate

1981 1982 1983 1984 1985 1986

1st Qtr Mar Apr May
United States 10.3 6.2 3.2 4.3 3.5 1.4 -5.0 -33 2.2
Japan 4.9 2.6 1.8 2.3 2.0 0 -6.3 0.3 -2.6
West Germany 6.0 5.3 33 2.4 2.2 -0.9 -2.1 -1.2 0.2
France 13.3 12.0 9.5 7.7 5.8 0.8 0.7 1.6 2.4
United Kingdom 11.9 8.6 4.6 5.0 6.1 4.5 0.7 -1.3 0.8
Italy . 19.3 16.4 14.9 10.6 8.6 6.1 5.3 35 5.6
Canada 12.5 10.8 5.8 4.3 40 4.8 29 2.7 5.2

1
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Money Supply, M-1 -

P

ercent change from previous period

seasonally adjusted at an annual rate

1981 1982 1983 1984 1985 1986
st Qtr Mar Apr May
United States b 7.1 6.6 11.2 7.0 9.1 7.9 15.0 15.5 25.9
Japan 3.7 7.1 3.7 2.8 5.0 7.8 12.8 9.5
West Germany 1.1 3.6 10.2 33 4.4 9.8 44.9 1.9 -5.8
France 12.2 13.9 8.6 0.5 70.3
United Kingdom NA NA 13.0 14.7 16.7 9.0 34.8 30.5 65.4
Italy 11.2 11.6 15.1 12.3 13.7
Canada 3.8 0.7 10.2 3.2 4.1 -13.4 10.4 -17.5 9.6
® Based on amounts in national currency units.
b Including M1-A and M1-B.
Unemployment Rate - Percent seasonally adjusted
1981 1982 1983 1984 1985 1986

Year 4thQtr  1IstQtr Mar Apr May
United States 7.5 9.6 9.4 7.4 7.1 6.9 7.0 7.1 7.0 7.2
Japan 2.2 2.4 2.7 2.7 2.6 2.8 2.6 2.7 29 2.7
West Germany 5.6 7.7 9.2 9.1 9.3 9.0 10.2 9.8 9.0 8.5
France 7.6 8.4 8.6 9.6 9.9 9.7 9.8 9.8 9.9 9.9
United Kingdom 10.0 11.6 12.4 12.4 12.9 12.9 13.1 13.2 13.2 13.3
Italy 8.4 9.1 9.9 10.4 10.7 11.0 11.5
Canada 7.5 11.1 11.9 11.3 10.5 10.2 9.7 9.6 9.6 9.6
a Unemployment rates for France are estimated.

2
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Foreign Trade» . ' Billion US 8, f.0.b.
1981 1982 1983 1984 1985 1986
Year 4th Qtr  Ist Qtr Mar Apr May
United States®
Exports 2335 212.3 200.7 217.6 213.3 524
Imports 261.0 244.0 258.0 325.7 345.3 89.2 92.9 32.0 28.8
Balance -27.5 -31.6 -57.4 —-108.1 -132.0 -36.8
Japan
. Exports 149.6 138.2 145.4 168.1 1739 473 48.0 15.7 16.7
Imports 129.5 119.6 114.0 124.1 118.0 303 30.1 9.3 9.9
Balance 20.1 18.6 31.4 44.0 55.9 16.9 17.9 6.4 6.8
West Germany
© Exports 175.4 176.4 169.5 171.9 184.3 51.2 55.2 17.2 21.9
Imports ¢ 163.4 155.3 152.9 153.1 158.9 43.8 45.0 14.1 17.1
Balance 11.9 21.1 16.6 18.8 25.3 7.4 10.1 3.1 4.7
France
Exports- 106.3 96.4 95.1 97.5 101.9 28.8 304 9.9 9.9 9.7
Imports 115.6 110.5 101.0 100.3 104.5 29.2 . 303 10.2 10.6 10.0
Balance -9.3 -14.0 -5.9 -2.8 -2.6 -0.4 0.1 -0.4 -0.7 -0.3
United Kingdom
Exports 102.5 97.1 92.1 93.6 100.9 27.3 26.2 8.4 9.1 8.9
Imports 94.6 93.1 93.7 99.3 103.5 27.6 28.3 10.2 9.5 9.9
Balance 79 4.0 -1.6 -5.7 -2.5 -0.3 -2.0 -1.8 -0.4 -1.0
Italy
Exports 75.4 73.9 72.8 73.5 78.8 22.5 23.4 7.7 8.2 8.1
Imports 91.2 86.7 80.6 84.4 90.8 26.1 26.5 8.5 8.2 7.9
Balance -15.9 ~12.8 -1.9 -10.9 -11.9 -3.6 -3.1 -0.8 0 0.2
Canada
Exports 70.5 68.5 73.7 86.5 88.0 22.5 1.5 6.7 7.4
Imports 64.4 54.1 59.3 70.6 757 19.6 19.8 5.8 6.6
Balance 6.1 14.4 14.4 15.9 12.3 2.9 1.7 0.9 0.8
a Seasonally adjusted.
b Imports are customs values.
< Imports are ¢.i.f.
Current Account Balance = Billion US 8
1981 1982 1983 1984 1985 1986
Year 4th Qtr  1stQtr  Mar Apr May
United States 6.3 -8.1 -46.6 -106.5 -117.7 -33.7 -33.7
Japan 4.8 6.9 20.8 35.0 49.2 16.0 12.7 6.9 7.9
West Germany -6.8 33 4.3 6.7 13.8 7.4 6.9 2.1 3.8
France -4.7 -12.1 -4.9 -0.8 0.9 1.0 1.0
United Kingdom 15.3 8.5 4.7 1.9 5.0 1.1 0.7 -1.0 0.7 0.1
Italy -8.6 -5.7 0.6 -2.9
Canada -5.0 2.1 2.4 2.6 -0.4 -0.7 -2.1

a Seasonally adjusted; converted to US dollars at current market
rates of exchange.
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Export Prices in US $ Percent change from previous period
at an annual rate

1981 1982 1983 1984 1985 1986 -

Feb Mar Apr May
United States 9.2 1.5 1.0 1.4 -0.7 -11.4 7.3 -2.9
Japan 5.5 -6.4 -2.4 0.2 -0.6 111.0 -5.7
West Germany ~14.9 -2.8 -3.2 -7.1 0 60.5 32.7 0.1 20.3
France -12.0 -5.5 -4.8 -2.9 2.5 34.8
United Kingdom NA NA -6.2 -5.1 23 -16.0 26.4 6.0 9.1
Italy -7.8 -3.0 -4.4 -5.2 -0.3 )
Canada 3.9 -2.0 0.2 -0.4 -3.5 14.6 ~11.1 24.6
Import Prices in US § Percent change from previous period

at an annual rate
1981 1982 1983 1984 1985 1986

Feb Mar Apr May
United States 5.3 -2.0 -3.7 1.7 -2.4 -8.7 -29.9 -1.2
Japan 3.6 -7.4 -5.0 -2.8 -4.3 46.8 -66.7
West Germany -8.6 -4.7 -5.2 -4.8 -1.5 12.7 -2.5 -23.5 -7.9
France -1.8 -7.2 -1.0 -3.8 -0.3 18.9
United Kingdom NA NA -5.7 -4.5 0.5 -2.0 26.2 -3.6 3.9
Italy 1.0 -5.3 -6.6 -3.7 -1.0
Canada 8.7 ~1.1 0.6 1.0 -2.1 7.6 2.1 16.2
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Exchange Rate Trends Percent change from previous period
at an annual rate

1981 -+ 1982 1983 1984 1985 1986

Feb Mar Apr May
Trade-Weighted
United States 10.5 10.6 5.8 9.1 6.3 -31.8  -203
Japan 9.3 -5.7 10.4 6.2 6.8 106.4 26.2
West Germany -2.1 7.0 5.8 1.0 1.7 9.3 4.0
° France -5.1 6.1 -4.7 -2.1 2.7 8.0 2.0
United Kingdom 2.5 -2.1 -5.0 -2.5 2.0 -36.3 2.5
Italy -9.2 =5.1 ~-1.6 -3.1 -3.8 8.6 4.2
. Canada 0.3 0.2 2.3 -23 -3.6 -8.9 -5.6
Dollar Cost of Foreign Currency
Japan - " 2.7 ~-12.9 4.6 0 -0.3 61.4 334" 22.8 42.8
West Germany -24.6 -7.2 -5.2 -11.5 -33 41.0 26.1 3.7 19.5
France -28.7 -20.8 -15.9 -14.7 -2.7 41.0 23.7 -39.1 15.7
United Kingdom -13.2 -134 -13.3 -11.9 -3.0 -0.3 40.3 28.7 19.3
Italy -32.8 -18.8 -12.3 -15.6 -8.6 40.9 26.2 - 4.7 18.8
Canada =25 -2.9 0.1 5.1 -54 1.1 4.1 13.1 6.4
Money Market Rates Percent

1981 1982 1983 1984 1985 1986

1st Qtr Feb Mar Apr May

United States 16.24 12.49 9.23 10.56 8.16 7.68 7.79 7.32 6.67 6.75
90-day certificates of
deposit, secondary market

Japan 7.79 7.23 NA 6.66 6.52 6.38 6.42 6.27 6.12 NA
loans and discounts

(2 months)

West Germany 12.19 8.82 5.78 5.96 5.40 4.51 4.42 4.49 4.47 4.55
interbank loans

(3 months)

France 15.47 14.68 12.51 11.74 9.97 8.96 8.69 8.29 7.55 7.27
interbank money market

(3 months)

United Kingdom 13.85 12.24 10.12 9.91 12.21 12.26 12.31 11.61 10.41 10.14
sterling interbank loans

(3 months)

Italy 20.13 20.15 18.16 15.91 14.95 16.00 16.56 16.30 13.66 12.50
Milan interbank loans

(3 months)

Canada 18.46 14.48 9.53 11.30 9.7 11.08 12.04 10.92 9.52 8.78
finance paper (3 months)

Eurodollars 16.87 13.25 9.69 10.86 8.41 7.91 8.02 7.55 6.95 6.99
3-month deposits
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Agricultural Prices

1981

1982

1983

1984

1985

1986

Ist Qtr

Apr

May

Bananas 214.0
Fresh imported,
(Total world, $ per metric ton)

217.0

232.0

243.0

110.3

109.8

110.7

106.8

Beef (¢ per pound)

Australia 112.4
(Boneless beef,
f.o.b. US Ports)

107.4

111.1

101.0

96.6

97.6

96.6

91.2

United States 100.0
(Wholesale steer beef,
midwest markets)

101.4

97.6

100.9

90.7

87.8

84.2

Cocoa (¢ per pound) 89.8

74.3

92.1

106.2

98.7

95.7

91.0

84.9

NA

Coffee ($ per pound) 1.28

1.40

1.32

1.44

1.43

2.01

2.04

1.92

1.79

Corn 150
(US #3 yellow,
c.i.f. Rotterdam, $ per metric ton)

123

148

150

125

116

113

113

117

Cotton 72.69
(World Cotton Prices, “A”
index, c.i.f. Osaka, US ¢/1Ib.)

74.48

85.71

63.91

57.87

53.60

54.00

49.28

46.58

Palm Oil 571
(United Kingdom 5% bulk,
c.i.f., § per metric ton)

445

502

730

501

289

243

242

237

Rice ($ per metric ton)

US (No. 2, milled, 632
4% c.i.f. Rotterdam)

481

514

514

484

453

455

440

323

Thai SWR 573
(100% grade B
c.i.f. Rotterdam)

362

339

310

249

236

232

225

221

Soybeans 288
(US #2 yellow,
c.i.f. Rotterdam, $ per metric ton)

244

282

283

225

218

218

213

215

Soybean Oil 507
(Dutch, f.o.b. ex-mill,
$ per metric ton)

447

527

727

571

407

369

349

343

Soybean Meal 252
(US, c.i.f. Rotterdam
$ per metric ton)

219

238

197

157

188

193

187

184

Sugar 16.93
(World raw cane, f.0.b.
Caribbean Ports, spot prices ¢ per pound)

8.42

8.49

4.04

5.83

7.07

7.64

Tea 91.0
Average Auction (London)
(¢ per pound)

89.9

105.2

156.6

90.0

86.4

91.5

91.3

NA

Wheat 210
(US #2. DNS
c.i.f. Rotterdam, $ per metric ton)

187

183

182

169

172

166

172

163

Food Index 2 (1980=100) 88

78

86

92

81

95

97

98

95

a The food index is compiled by The Economist for 14 food commodities which enter international trade. Commodities are weighted by 3-
year moving averages of imports into industrialized countries.
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Industrial Materials Prices

1981 1982 1983 1984 1985 1986

Ist Qtr Mar Apr May

Aluminum (¢ per pound)

Major US producer - 71.3 76.0 77.7 81.0 81.0 81.0 81.0 81.0 81.0
¢ LME cash 57.4 449 65.1 56.8 472 51.4 53.1 52.7 52.8
Chrome Ore 53.0 50.9 50.0 50.0 439 40.0 40.0 40.0 40.0
(South Africa chemical
~ grade, $ per metric ton)
Copper @ (bar, ¢ per pound) 79.0 67.1 72.0 62.4 64.5 64.5 65.6 65.0 64.4
Gold ($ per troy ounce) 460.0 375.5 4244  360.0 317.2 342.6 345.7 339.9 3426
Lead @ (¢ per pound) 329 24.7 19.3 20.0 17.7 16.7 16.6 16.8 17.0
Manganese Ore 82.1 79.9 73.3 69.8 68.4 67.2 67.2 64.8 64.8

(48% Mn, $ per long ton)
Nickel (§ per pound)

Cathode major producer 3.5 3.2 32 32 32 32 32 32 3.2

LME Cash 2.7 2.2 2.1 2.2 2.2 1.8 1.9 1.8 1.8
Platinum ($ per troy ounce)

Major producer 475.0 475.0 475.0 4750 4750 4750 4750 475.0 475.0

Metals week, 446.0 3267 4226 3582  291.0  383.1 4130 4160 4120

New York dealers’ price
Rubber (¢ per pound)

Synthetic b 47.5 45.7 44.0 444 44.1 42.8 41.6 38.5 NA

Natural ¢ 56.8 454 56.2 49.6 42.0 41.7 42.0 39.2 40.1
Silver ($ per troy ounce) 10.5 7.9 11.4 8.1 6.1 5.9 5.7 5.2 5.1
Steel Scrap 9 ($ per long ton) 92.0 63.1 73.2 86.4 74.4 74.0 73.7 73.0 NA
Tin 2 (¢ per pound) 641.4  581.6 5909  556.6 5432 3574 3292 2579 2493
Tungsten Ore 18,097 13,426 10,177 10,243 10,656 8,673 8,309 7,752 1,474

(contained metal,

$ per metric ton)

US Steel 543.5 567.3 590.2 611.6 617.8 551.2 5512 551.2  NA
(finished steel, composite,

$ per long ton)

Zinc @ (¢ per pound) 38.4 33.7 34.7 41.5 354 28.5 28.4 29.8 31.9
Lumber Index ¢ 95 84 114 105 103 100 114 129 121
(1980=100)

Industrial Materials Index 85 71 82 76 69 68 71 70 70
(1980=100)

s Approximates world market price frequently used by major world ¢ This index is compiled by using the average of 10 types of lumber
producers and traders, although only small quantities of these whose prices are regarded as bellwethers of US lumber construction
metals are actually traded on the LME. As of February 1986 tin costs.

prices from the Penang market. £ The industrial materials index is compiled by The Economist for
b S-type styrene, US export price. 18 raw materials which enter international trade. Commodities are
¢ Quoted on New York market. weighted by 3-year moving averages of imports into industrialized
4 Average of No. | heavy melting steel scrap and No. 2 bundles countries.

delivered to consumers at Pittsburgh, Philadelphia, and Chicago.
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World Crude Oil Production Thousand bjd
Excluding Natural Gas Liquids

1981 1982 1983 1984 19852 1986 2
Jan Feb Mar Apr
Waorld 55,837 53,092 52,633 53,691 53,356 53,757 54,709 53,693
Non-Communist countries 41,602 38,810 38,228 39,.257 38,692 39,471 40,423 39,407
Developed countries 12,886 13,276 13,864 14,302 14,730 15,083 15,070 14,872
United States 8,572 8,658 8,680 8,735 8,933 8,942 .8,934 8,821 8,791
Canada 1,285 1,270 1,356 1,411 1,457 1,480 1,480 1,480
United Kingdom 1,811 2,094 2,299 2,535 2,533 2,734 2,699 2,699
Norway 501 518 614 700 785 839 870 860
Other 717 736 915 921 1,022 1,088 1,087 1,012
Non-OPEC LDCs 6,036 6,633 6,823 7,515 7,845 7,678 7,393 7,605
Mexico 2,321 2,746 2,666 2,746 2,733 2,510 2,400 2,219 2,358
Egypt 598 665 689 827 874 860 600 800
Other 3,117 3,222 3,468 3,942 4,238 4,308 4,393 4,586
OPEC 22,680 18,901 17,541 17,440 16,117 16,710 17,960 16,930 17,520
Algeria 803 701 699 638 645 650 550 600 600
Ecuador 211 211 236 253 280 300 220 300 300
Gabon 151 154 157 152 153 160 160 150 160
Indonesia 1,604 1,324 1,385 1,466 1,235 1,200 1,300 1,175 1,215
Iran 1,381 2,282 2,492 2,187 2,258 1,700 2,200 1,800 2,000
Irag 993 972 922 1,203 1,437 1,680 1,880 1,650 1,500
Kuwait b 947 663 881 912 862 1,000 1,100 1,400 1,400
Libya 1,137 1,183 1,076 1,073 1,069 1,100 " 1,000 900 900
Neutral Zone ¢ 370 317 390 410 -355 300 300 230 240
Nigeria 1,445 1,298 1,241 1,393 1,464 1,300 1,400 1,550 1,650
Qatar 405 328 295 399 302 400 300 350 180
Saudi Arabia b 9,625 6,327 4,867 4,444 3,290 4,200 4,600 4,000 4,600
UAE 1,500 1,248 1,119 1,097 1,146 1,165 1,400 1,305 1,255
Venezuela 2,108 1,893 1,781 1,813 1,621 1,555 1,550 1,520 1,520
Communist countries 14,235 14,282 14,405 14,434 14,664 14,286 14,286 14,286
USSR 11,800 11,830 11,864 11,728 11,749 11,350 11,350 11,350
China 2,024 2,042 2,121 2,286 2,496 2,496 2,496 2,496
Other 411 410 420 420 419 440 440 440

a Preliminary.
® Excluding Neutral Zone production, which is shown separately.
¢ Production is shared equally between Saudi Arabia and Kuwait.
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Big Seven: Inland Qil Consumption Thousand b/d
1981 1982 1983 1984 1985 1986
Jan Feb Mar Apr May
United States @ 16,058 15,296 15,184 15,708 15,697 15,923 16,056 16,188 15,833 15,843
Japan 4,444 4,204 4,193 4,349 4,121 4,661 5,046
West Germany 2,120 2,024 2,009 2,012 2,060 2,096 2,406 2,141
. France 1,744 1,632 1,594 1,531 1,493 1,626 2,009 1,525 1,706
United Kingdom 1,325 1,345 1,290 1,624 1,402 1,286 1,485
Italy ® 1,705 1,618 1,594 1,513 1,516 1,718 1,855 1,535 1,495
- Canada 1,617 1,454 1,354 1,348 1,344 1,346 1,374 1,183

a [ncluding bunkers, refinery fuel, and losses.
b Principal products only prior to 1981.

Big Seven: Crude Oil Imports Thousand bjd
1981 1982 1983 1984 1985 1986

Jan Feb Mar Apr May
May
United States 4,406 3,488 3,329 3,402 3,216 3,329 2,9'93 3,000 3,701 4,085
Japan 3,919 3,657 3,567 3,664 3,377 3,126 4,273
West Germany 1,591 1,451 1,307 1,335 1,284 1,321 1,225
France 1,804 1,596 1,429 1,395 1,476 1,430 1,420 1,380
United Kingdom 736 565 456 482 523
Italy 1,816 1,710 1,532 1,507 1,462
Canada 521 334 247 244 283
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Crude Oil Prices US $ per barrel
1980 1981 1982 1983 1984 1985 1986
Year 4th Qtr  1st Qtr  Mar Apr
OPEC Average » 30.87 34.50 33.63 29.31 28.70 28.14 28.15 28.09 28.09 28.06
(Official Sales Price)
World Average Price NA NA NA NA NA 27.16 27.36 20.67 16.87 15.05

@ F.o.b. prices set by the government for direct sales and, in most cases, for the producing company buy-back oil. Weighted by the volume
of production.
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Average Crude Oil Sales Price®

US $ per barrel

o
<
~
~

v
1985 1986

*The 1973 price is derived from posted prices, 1974-84 prices
are derived from OPEC official sales prices, and beginning
in 1985, prices are a measure of average world sales prices.

308942 4.86
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Economic
and Energy
Indicators

Source Notes !

Industrial Production
Seasonally adjusted

Country

Source

United States

Japan

West Germany

France

United Kingdom

Federal Reserve Bulletin, seasonally adjusted; index 1967=100.
Ministry of International Trade and Industry, seasonally adjusted; index
1980=100.

Statistiches Bundesamt, seasonally adjusted; index 1980=100.

Bulletin Mensuel de Statistique, excl. construction, seasonally adjusted; index
1970=100.

Monthly Digest of Statistics, seasonally adjusted; index 1980=100.

Italy Instituto Centrale di Statistica: Bullettino Mensile di Statistica or Indicatori
Mensili, seasonally adjusted; index 1980=100.

Canada Canadian Statistical Review, seasonally adjusted; index 1971=100.
Gross National Product
Seasonally adjusted; constant market prices

Country Source

United States

Japan

West Germany

National Income and Product Accounts of the United States, billions of 1972
dollars, seasonally adjusted at an annual rate.

The Economic Planning Agency, billions of 1975 yen (at market prices), seasonally
adjusted.

Statistische Beihefte zu den Monatsberichten der deutschen Bundesbank, billions of
1980 marks, seasonally adjusted at quarterly rates.

' Except as noted, the cited sources are official government and central bank publications of the respective countries.
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France

United Kingdom
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Institut National de Statistique et des Etudes Economiques, Les Collections de
L’insee, Series C, billions of 1970 francs, seasonally adjusted at quarterly rates.

CSO Economic Trends (average estimate) at 1980 prices, index 1980=100, '
seasonally adjusted. )

Italy Congiuntura Italiana (at market prices), billions of 1970 lire, seasonally adjusted at
quarterly rates.

Canada Canadian Statistical Review, millions of 1971 dollars, seasonally adjusted at an
annual rate.
Consumer Prices

Country Source

United States

Japan

West Germany

France

United Kingdom

Italy

Canada

Bureau of Labor Statistics (adjustment is by multiplicative factors), all items, all
urban, seasonally adjusted; index 1967=100.

Statistics Bureau of the Prime Minister’s Office, all items, not seasonally adjusted;
index 1980=100.

Statistisches Bundesamt, all households, not seasonally adjusted; index 1980=100.

Bulletin Mensuel de Statistique, ail items, not seasonally adjusted; index
1980=100.

Monthly Digest of Statistics, all items, not seasonally adjusted; index 15 January
1974=100.

Instituto Centrale di Statistica: Bollettino Mensile di Statistica, households of wage
and salary earners, all items, not seasonally adjusted; index 1980=100.

Canadian Statistical Review, all items, not seasonally adjusted; index 1981=100.
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Money Supply

M-1, Seasonally adjusted

Country

Source

United States

Japan

West Germany

France

United Kingdom

Italy

Canada

Federal Reserve Bulletin (currency, demand deposits and other checkable deposits),
billions of dollars, average of daily figures, seasonally adjusted.

Bank of Japan (cash in public hands and demand deposits), billions of yen, monthly
average, not seasonally adjusted.

Statistische Beihefte zu den Monatsberichten der deutschen Bundesbank (currency
and demand deposits), billions of marks, end of month, seasonally adjusted.

Statistiques Mensuelles de CNC and Bulletin Mensuel de Statistique (demand
deposits, notes and coin), billions of francs, end of period, not seasonally adjusted.

Quarterly Bulletin (currency and sight deposits less 60% transit items), millions of
pounds, seasonally adjusted at an annual rate.

Bollettino (Banca d’Italia) (currency and demand deposits), billions of lire, end of
period, not seasonally adjusted.

Bank of Canada Review (currency and demand deposits), millions of Canadian
dollars, week ending Wednesday, not seasonally adjusted.

Unemployment
Seasonally adjusted

Country

Source

United States

Japan

West Germany
France

United Kingdom

Bureau of Labor Statistics, percent of labor force (incl. Armed Forces in U.S.), sea-
sonally adjusted.

Statistical Bureau of the Prime Minister, percent of total unemployed, seasonally
adjusted.

Bundesanstalt fur Arbeit, percent, end of month, seasonally adjusted.
Bulletin Mensuel de Statistique, seasonally adjusted.

Department of Employment, “Gazette” and Press Notice, thousands (excl school
leavers-claimants), percent, seasonally adjusted.
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Italy Instituto Centrale di Statistica: Bollettino Mensile di Statistica, percent per
annum.

Canada Canadian Statistical Review, percent of total labor force, seasonally adjusted.
Foreign Trade: Exports, f.0.b.
Seasonally adjusted; billion US dollars

Country Source

United States

Japan

West Germany

France

United Kingdom

Italy

Canada

U.S. Department of Commerce, data as of January-1980 include the Virgin
Islands, FAS (excl. military aid shipments), billions of dollars, seasonally adjusted
at monthly rates.

Finance Ministry (balance of payment basis), millions of U.S. dollars, not
seasonally adjusted.

Statistische Beihefte zu den Monatsberichten der deutschen Bundesbank (balance
of payments basis), merchandise, billions of marks, not seasonally adjusted at
monthly rates.

Bulletin Mensuel de Statistique and Informations Rapides, billions of francs,
seasonally adjusted at monthly averages.

Monthly Digest of Statistics (balance of payment basis, f.0.b.), millions of pounds,
seasonally adjusted at monthly rates.

Instituto Centrale di Statistica: Bollettino>Mensile di Statistica, billions of lire, not
seasonally adjusted.

Canadian Statistical Review (balance of payment basis), merchandise, millions of
Canadian dollars, seasonally adjusted.

Foreign Trade: Imports, f.0.b.
Seasonally adjusted; billipn US dollars

Country

Source

United States

Japan

U.S. Department of Commerce, data thru December 1980 on f.a.s. basis, billions of
current dollars, seasonally adjusted at monthly rates.

Finance Ministry (balance of payments basis), millions of U.S. dollars, not
seasonally adjusted.
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West Germany

France

United Kingdom

Italy

Canada
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Statistische Beihefte zu den Monatsberichten der Deutschen Bundesbank and
Saisonbereingte Wirtschaftszahlen, billions of marks, c.i.f., seasonally adjusted.

Bulletin Mensuel de Statistique and Informations Rapides, billions of francs,
monthly averages, seasonally adjusted.

Monthly Digest of Statistics (balance of payments basis, c.i.f..) millions of pounds,
seasonally adjusted at monthly rates.

Instituto Centrale di Statistica: Bollettino Mensile di Statistica, billions of lire, not
seasonally adjusted. '

Canadian Statistical Review (balance of payments b351s) merchandlse seasonally
adjusted.

Current Account Balance
Billion US dollars

Country

Source

United States

Japan

West Germany

France
United Kingdom

Italy

Canada

" Survey of Current Busmess, bllllons of dollars, seasonally adjusted at quarterly

rates.
Finance Ministry, millions of U.S. dollars, not seasonally adjusted.

Statistische Beihefte zu den Monatsberichten der Deutschen Bundesbank, bllhons _
of marks, seasonally adjusted at monthly rates.

Economics Ministry, millions of francs, seasonally adjusted.
Monthly Digest of Statistics, millions of pounds, seasonally adjusted.

Bollettino (Banca d’Italia), billions of current lire, not seasonally adjusted at
quarterly rates.

Canadian Statistical Review, millions of Canadian dollars, seasonally adjusted.
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Export Prices ?
US dollars

Country

Source

United States

Japan

West Germany

France

United Kingdom

U.S. Department of Commerce (export unit-value index), not seasonally adjusted;
index 1977=100. '

The Summary Report on Trade of Japan.(export unit-value index), not seasonally
adjusted; index 1980 average=100.

Statisfisches Bundesamt (export price index-1980), total, not seasonally adjusted;
index 1980=100.

Bulletin Mensuel de Statistique (export unit-value index), total, not seasonally
adjusted; index 1975=100.

Monthly Digest of Statistics (export unit-value index-1980), total, not seasonally
adjusted; index 1980=100.

Italy Bolletino Mensile di Statistica (export unit-value index), total, not seasonally
adjusted; index 1980=100.

Canada Summary of External Trade Catalogue, all countries, monthly, total SITC index,
index of prices, 1971=100.
Import Prices 2
US dollars

Country Source

United States
Japan

West Germgny

U.S. Department of Commerce, indexes of U.S. exports and imports by economic
class (import unit-value index-1977), not seasonally adjusted, index 1977 =100.

The Summary Report on Trade of Japan (import unit-value index), total, not
seasonally adjusted; index 1980 average=100. ’

Federal Statistics Office (import price index-1980), total, not seasonally adjusted;
index 1980=100.

* Export and import prices in US dollars are derived by dividing export and import prices expressed in national currency units by the aver-
ages of daily exchange rates from the IMF’s International Financial Statistics.
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France

United Kingdomv )

Italy

Canada

Bulletin Mensuel de Statistique (import unit-value index), not seasonally adjusted;
index 1975=100.

Monthly Digest of Statistics (import unit-value index-1980), total, not seasonally
adjusted; index 1980=100.

Bolletino Mensile di Statistica (import unit-value index), not seasonally adjusted;
index 1970=100.

Summary of External Trade Catalogue, all countries, monthly, total SITC index,
index of prices, index 1971=100.

Trade-Weighted Exchange Rates

Source

The CIA trade-weighted exchange rate indexes measure the percentage change,
from specified base periods, in each country’s currency relative to the currencies of
16 other countries. The US dollar is used as a value numeraire in the calculations,
and the percentage of each country’s 1979-80 average exports and imports in the
total exports and imports of the group of partner countries are used as weights in a
geometric average. The countries included are:

United States Italy Switzerland Austria
Japan Canada Sweden Australia
West Germany Netherlands Norway Spain
France Belgium Denmark South Africa

United Kingdom

Exchange Rates Against the US dollar

Source

The rates for Japanese, West German, French, the United Kingdom, and
Canadian foreign exchange (US dollars per unit of foreign currency) are the selling
prices in the home country foreign currency market, reported by Reuter’s News
Service.
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Money Market Rates

Country Source

United States Bank of America-San Francisco, percent, secondary certificates of deposit, 90
days, prevailing market offering rates.

Japan Non-SA Economic Statistics Monthly, percent, average interest rates on loans and

West Germany

France

United Kingdom

discounts, all banks.

Bank of America-Frankfurt, percent, local currency interbank deposits on account,
3 month, prevailing market interest rate.

Bank of America-Paris, percent, local currency interbank deposits on account,
3 month, prevailing market interest rate.

Bank of America-London, percent, local currency interbank deposits on account,
3 month, prevailing market interest rate.

Italy Bank of America-Rome, percent, local currency interbank deposits on account,
3 month, prevailing market interest rate.

Canada Wood Gundy “Fixed Income”, percent yield, 365-day bond equivalent basis,
commercial and financial company paper, 60 to 89 days.

Eurodollar Bank of America-London, percent, 360-day basis, mid-morning rate, eurocurrency
(LIBOR) 3 month rate, U.S. dollar. '
Agricultural Prices

Commodity Source

Bananas The Bureau of Census.

Beef The National Provisione, carlot beef and pork prices; convert to weekly average.

Cocoa U.S. Department of Agriculture (USDA).

Coffee George Gordon Paton Co., Inc.,

International Coffee Organization’s
International Coffee Agreement,
composite daily price.
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Corn
Cotton
Palm Oil
Rice
Soybeans
Soybean Oil

Soybean Meal

i
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USDA, Rotterdam prices.

Cotton Outlook, index “B” price.

Oil World.

USDA/FAS, convgrted to calendar year.
USDA, Rotterdam prices.

0il World.

USDA, Rotterdam prices.

Sugar USDA.

Tea USDA. Average London Auction.

Wheat USDA, Rotterdam prices.

Food Index The Economist, dollar index food, converted to ’1980- index.
Industrial Materials Prices

Commodity Source

Aluminum Metals Week, weekly prices.

Chrome ore Metals Week, weekly prices, Transvaal Ore; average.

Copper Metals Week, weekly prices, average. |

Gold Metals Week, weekly prices, London final; average.

Lead Metals Week, weekly prices, average.

Manganese Ore
Nickel
Platinum

Rubber

Metals Week, weekly prices.
Metals Week, weekly prices, average.
Metals Week, weekly prices, average.

Bureau of the Census, synthetic rubber, and Wall Street Journal, natural rubber.
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Silver

Steel Scrap
Tin

Tungsten Ore
US Steel
Zinc

Lumber Index

Industrial Materials
Index

Metals Week, weekly prices.

Iron Age.

Metals Week, Penang weekly prices.
Metals Week, weekly prices.

Iron Age.

Metals Week, weekly prices.

Random Lengths Export.

The Economist, dollar index, all industrial; converted to 1980 index.

Energy

World Crude Oil Production,

Excluding Natural Gas Liquids
Thousand b/d

Country

Source

United States

Canada

OPEC Countries

Other Countries

Declassified in Part - Sanitized Copy Approved for Release 2012/01/09 : CIA-RDP88-00798R000400060005-9

Department of Energy—Energy Data Reports, crude petroleum, petroleum prod-
ucts, and natural gas liquids; American Petroleum Institute. Weekly Statistical
Bulletin.

Statistics Canada, crude petroleum and natural gas production.

OPEC Annual Statistical Bulletin, country tables. Trade journals and CIA/OGI
estimates.

Trade journals and CIA/OGI estimates.
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Big Seven: Inland Oil Consumption
Thousand b/d

Country

Source

United States
Canada

Japan

West Germany
France

Italy

United Kingdom

DOE/EIA Petroleum Supply Monthly,. table 1, US petroleum balance.
Statistics Canada, refined petroleum products.

Sekiyu Shiryo Geppo (Japanese Oil Monthly). -

Bulletin Mensuel.

Bulletin Mensuel.

Bulletin Mensuel.

UK/DOE: Energy Trends, table 13.

Big Seven: Crude Oil Imports
Thousand b/d

Country

Source

United States

Japan

West Germany
France

United Kingdom
Italy

Canada

DOE/EIA Petroleum Supply Monthly, table 18, imports of crude oil and
petroleum products by source PAD district.

Japanese Trade Tapes.

Ein-und Ausfuhr von Mineralol, table 2.1.

Bulletin Mensuel, Commerce Exterieur Petrolier.

Overseas Trade Statistics of the UK, SITC Codes 333 and 334.
Quarterly Oil and Gas Statistics of OECD.

Statistics Canada, refined petroleum products.
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T

OPEC: Crude Oil Official Sales Prices

USS$ per barrel

Source

OPEC Annual Statistical Bulletin, country tables.
International Crude Oil and Product Prices, regional and country tables.

Petroleum Intelligence Weekly.
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